
Congressional 
Research Service 

Informing the legislative debate since 1914 



International Corporate Tax Rate Comparisons 
and Policy Implications 



Jane G. Gravelle 

Senior Specialist in Economic Policy 
January 6 , 2014 



Congressional Research Service 

7-5700 

www.crs.gov 

R41743 



CRS REPORT 

Prepared for Members and 
Committees of Congress — 



International Corporate Tax Rate Comparisons and Policy Implications 



Summary 

Advocates of cutting corporate tax rates frequently make their argument based on the higher 
statutory rate in the United States as compared with the rest of the world; they argue that cutting 
corporate taxes would induce large investment flows into the United States, which would create 
jobs or expand the taxable income base enough to raise revenue. President Barack Obama has 
supported a rate cut if the revenue loss can be offset with corporate base broadening. Others have 
urged on one hand, a revenue raising reform, and, on the other, setting deficit concerns aside. 

Is the U.S. tax rate higher than the rest of the world, and what does that difference imply for tax 
policy? The answer depends, in part, on which tax rates are being compared. Although the U.S. 
statutory tax rate is higher, the average effective rate is about the same, and the marginal rate on 
new investment is only slightly higher. The statutory rate differential is relevant for international 
profit shifting; effective rates are more relevant for firms’ investment levels. The 13.7 percentage 
point differential in statutory rates (a 39.2% rate for the United States compared with 25.5% in 
other countries), narrows to about 9 percentage points when tax rates in the rest of the world are 
weighted to reflect the size of countries’ economies. (The OECD rates fell by slightly over one- 
half of a percentage point between 2010 and 2012.) 

Regardless of tax differentials, could a U.S. rate cut lead to significant economic gains and 
revenue feedbacks? Because of the factors that constrain capital flows, estimates for a rate cut 
from 35% to 25% suggest a modest positive effect on wages and output: an eventual one-time 
increase of less than two-tenths of 1% of output. Most of this output gain is not an increase in 
national income because returns to capital imported from abroad belong to foreigners and the 
returns to U.S. investment abroad that comes back to the United States are already owned by U.S. 
firms. 

The revenue cost of such a rate cut is estimated at between $1.2 trillion and $1.5 trillion over the 
next 10 years. Revenue feedback effects from increased investment inflows are estimated to 
reduce those revenue costs by 5%-6%. Reductions in profit shifting could have larger effects, but 
even if profit shifting disappeared entirely, it would not likely offset revenue losses. It seems 
unlikely that a rate cut to 25% would significantly reduce profit shifting given these transactions 
are relatively costless and largely constrained by laws, enforcement, and court decisions. 

Both output gains and revenue offsets would be reduced if other countries responded to a U.S. 
rate cut by reducing their own taxes. Evidence suggests that the U.S. rate cut in the Tax Reform 
Act of 1986 triggered rate cuts in other countries. 

It is difficult, although not impossible, to design a reform to lower the coiporate tax rate by 10 
percentage points that is revenue neutral in the long run. Standard tax expenditures do not appear 
adequate for this purpose. Eliminating one of the largest provisions, accelerated depreciation, 
gains much more revenue in the short run than in the long run, and a long-run revenue-neutral 
change would increase the cost of capital. Other revisions, such as restricting foreign tax credits 
and interest deductibility or increasing shareholder level taxes, may be required. 

This report focuses on the global issues relating to tax rate differentials between the United States 
and other countries. It provides tax rate comparisons; discusses policy implications, including the 
effect of a corporate rate cut on revenue, output, and national welfare; and discusses the outlook 
for and consequences of a revenue neutral corporate tax reform. 
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A dvocates of cutting coiporate tax rates frequently make their argument based on the 
higher statutory rate observed in the United States as compared with the rest of the 
world. 1 Sometimes the higher rate alone is used as an argument, and in other cases the 
arguments include claims that cutting corporate taxes would induce large investment flows into 
the United States, which would create jobs or expand the base enough to raise revenue. 

President Barack Obama has supported a rate cut if the revenue loss can be offset with corporate 
base broadening, while the Citizens for Tax Justice has urged a revenue raising reform and 
business leaders have urged setting deficit concerns aside. 2 House Majority Leader Eric Cantor 
has also proposed a 25% corporate rate in the context of tax reform and Ways and Means 
Chairman Dave Camp has proposed a 25% combined with a move to a territorial tax system. 3 

Many issues arise regarding the corporate tax outside of the global perspective addressed in other 
reports. 4 This report focuses on the global issue relating to tax rate differentials between the 
United States and other countries. The first section provides tax rate comparisons. The second 
section discusses policy implications, including the effect of a corporate rate cut on revenue, 
output, and national welfare; the possibility that a rate cut may induce reactions from other 
countries; and the outlook for and consequences of a revenue-neutral corporate tax reform. 



Effective Tax Rate Comparisons 

Several important features affect the interpretation of the comparative tax rates: the type of rate, 
what taxes are included, and the use of weighted measures to adjust for size differences. A 
number of tax rate comparisons follow the discussion of these features. 



1 These advocates include several economists. For example, see Kevin Hassett, “Let’s Cut Corporate Taxes to Create 
More Jobs,” Bloomberg, January 9, 2006, http://www.bloomberg.com/apps/news?pid=newsarchive&cid=hassett&sid= 
aZDVcYUYlj2c and “Laffer Curve Pays Billions If Obama Just Asks,” Bloomberg Business Week, February, 13, 201 1, 
http://www.businessweek.com/news/201 1-02-1 3/laffer-curve-pays-billions-if-obama-just-asks-kevin-hassett.html; 
Robert Carroll, “Comparing International Corporate Tax Rates: U.S. Corporate Tax Rate Increasingly Out of Line by 
Various Measures,” Tax Foundation, Fiscal Facts, no. 143, August 28, 2008, http://www.taxfoundation.org/ 
publications/show/23561.html; Duanjie Chen and Jack Mintz, “New Estimates of Effective Corporate Tax Rates on 
Business Investment,” CATO Institute Tax and Budget Bulletin, no. 64, February 24, 2011, http://www.cato.org/pubs/ 
tbb/tbb_64.pdf, and Curtis Dubay, “Corporate Tax Reform Should Focus on Rate Reduction ,”The Heritage 
Foundation, February 11, 2011, http://www.heritage.org/Research/Reports/2011/02/Corporate-Tax-Reform-Should- 
Focus-on-Rate-Reduction. 

2 See “Obama Backs Corporate Tax Cut If Won’t Raise Deficit,” Bloomberg, January 25, 2011, 
http://www.bloomberg.com/news/201 1-01 -26/obama-backs-cut-in-u-s-corporate-tax-rate-only-if-it-won-t-affect- 
deficit.html. 

3 See “Leader Cantor Unveils Pro-Growth Economic Plan at Stanford University,” press release, March 21, 2011, 
http://majorityleader.house.gov/newsroom/201 1/03/embargoed-leader-cantor-unveils-pro-growth-economic-plan-at- 
stanford-university.html. See CRS Report R42624, Moving to a Territorial Income Tax: Options and Challenges, by 
Jane G. Gravelle, for a discussion of the Camp proposal. 

4 See CRS Report RL34229, Corporate Tax Reform: Issues for Congress, by Jane G. Gravelle, for a more general 
discussion of corporate tax issues. In general, the corporate tax contributes revenue and progressivity to the tax system 
as well as protecting the individual income tax base by preventing or limiting the use of the corporation as a tax shelter. 
It imposes costs in distortions in the allocation of capital between the corporate and noncorporate sector, the use of debt 
versus equity finance, and savings behavior. Although the tax creates a savings distortion, it probably has a limited 
effect on the size of the domestic capital stock, because of income and substitution effects. 
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Types of Tax Rates 

Three basic types of tax rates are reported: the statutory rate, the effective rate, and the marginal 
effective rate. The statutory rate is the rate in the tax statute; in the case of the United States, it is 
the top marginal corporate tax rate of 35%. The effective rate is determined by the ratio of taxes 
paid divided by profits. The effective rate captures the tax benefits that reduce the taxable income 
base relative to financial profits. The marginal tax rate is calculated from a projected investment 
project: it estimates the share of the pre-tax return that is paid in taxes. 

Each type of tax rate has its advantages and disadvantages, and is useful for considering certain 
types of behavior. For example, the statutory rate would potentially affect firms’ attempts to shift 
profits by altering the source of borrowing or transferring assets or products at prices that are not 
arm’s length. 5 Even the statutory rate, however, needs some adjustments for this purpose. For 
example, most multinational firms in the United States are eligible for the production activities 
deduction, which reduces the U.S. statutory tax rate by 9%, from 35% to 31.85%. 

The effective tax rate is taxes paid divided by profits. The effective tax rate captures some of the 
tax benefits and subsidies, reducing the tax paid per dollar of profit. This measure can make a 
country with a high statutory rate but narrow base more comparable to a country with a low tax 
rate and broad base. It is probably more suited to assessing the true relative burdens on 
investment than the statutory tax rate. Flowever, these types of tax rates may not capture timing 
effects (such as accelerated depreciation) very well and generally depend on accounting measures 
of profit that may vary across countries. 

The marginal effective tax rate is, in theory, the appropriate measure for determining the effects 
of tax rate differentials on investment. Flowever, in some cases marginal tax rates do not include 
all of the components of investment; frequently, they are restricted to investment in fixed assets or 
fixed assets and inventory. This report estimates an overall marginal effective tax rate that 
includes inventories and intangibles as well as buildings and equipment. Marginal tax rates also 
depend on estimates of economic depreciation, expected inflation, and rates of return. 

Also briefly discussed is a measure referred to as the effective average tax rate. The implications 
of this tax rate, which combines statutory and marginal effective rates, are not clear. 



Types of Taxes Included 

Most tax measures reflect the effect of both national and sub-national corporate income taxes. Of 
the 3 1 Organisation for Economic Co-operation and Development (OECD) countries, 8 countries 
(Canada, Germany, Japan, South Korea, Luxembourg, Portugal, Switzerland, and the United 
States) have sub-national corporate taxes. In some cases, these sub-national taxes are more 
significant than those in the United States. In the case of the United States, these corporate 
income taxes imposed by the state increase the statutory rate (without the production activities 
deduction) to 39.2%. With the production activities deduction, the combined rate is 36. 3%. 6 



5 An arm’s length price is the price that would occur for sales or asset transfers between unrelated firms. 

6 The combined rate without the production activities deduction is 0.392 which implies a state tax rate of 0.0646 
(solving the equation 0.35+x(l-.0.35) = 0.392). With the production activities deduction the U.S. rate is 0.3185 and the 
combined rate is ,3185+.0646*(1-.3185) = 0.363, or 36.3%. 
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Countries can also have other taxes that impose a burden on capital. In the United States, these 
taxes are imposed by the states and localities, and they include property taxes, franchise taxes, 
and retail sales taxes that apply to capital goods. These taxes are much more difficult to measure 
and are generally not included in comparative tax rate measures, although one study (discussed 
below) includes franchise, and transfer and sales taxes, but not property or wealth taxes. 



Simple (Unweighted) versus Weighted Averages of Tax Rates 

Another issue that affects the comparisons between U.S. and worldwide tax rates is whether tax 
rates are simple (unweighted) averages or whether they are weighted in some fashion to indicate 
their relative importance. If tax rates are not weighted, then a small economy, such as Iceland, can 
have the same effect on the average of international rates as a large economy, such as Germany or 
Japan. In general, smaller countries tend to have lower tax rates and thus unweighted averages are 
lower than weighted averages in most cases. In the results presented in this report, both weighted 
and unweighted averages are reported, but weighted averages are more relevant to making 
comparisons of measures of the tax burden on capital deployed around the world. 



Tax Rate Comparisons: United States Compared with OECD and 
Large Economies 

Table 1 reports the three measures of effective tax rates, with marginal rates restricted to 
equipment and structures separately, for the United States and the OECD excluding the United 
States. The statutory rate is reported with and without the production activities deduction. 



Table I. Corporate Tax Rates, United States and Rest of the OECD 



Tax Rate Measure and Year 


United States 


OECD Excluding 
United States, GDP 
Weighted Average 


OECD Excluding 
United States, 
Unweighted Average 


Statutory (20 1 0) 


39.2 


29.6 


25.5 


Statutory (2010) with Production 
Activities Deduction 


36.3 


29.6 


25.5 


Effective (2008) 


27.1 


27.7 


23.3 


Marginal Effective Equipment (2010) 


23.6 


21.2 


17.3 


Marginal Effective Equipment (2005) 


23.0 


21.1 


18.7 


Marginal Effective Buildings (2005) 


29.0 


26.4 


23.4 



Source: Statutory tax rates and gross domestic product (GDP), Organisation for Economic Co-operation and 
Development (OECD), http://www.oecd.org/dataoecd/26/56/337l7459.xls and http://stats.oecd.org/lndex.aspx? 
DatasetCode=SNA_TABLE I . Effective tax rate from Price WaterhouseCoopers, Global Effective Tax Rate 
Comparisons — Methodology and Results. Marginal tax rates, 2005, Institute for Fiscal Studies, http://www.ifs.org.uk/ 
publications/3210. Marginal tax rates 2010, Arparna Mathur and Kevin Hassett, Report Card on Effective Corporate 
Tax Rates, American Enterprise Institute, http://www.aei.org/outlook/IOI024. PriceWaterhouseCoopers reports 
similar effective tax rate data in their study Global Effective Tax Rates, April 14, 201 I, at 
http://businessroundtable.org/uploads/studies-reports/downloads/Effective_Tax_Rate_Study.pdf. 

The overall statutory rates in the OECD are slightly lower for 2013, with the rate in the OECD 
excluding the United States falling a little over a half to one percentage point. The U.S. rate is 
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